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COLOMBIA: KEY ECONOMIC INDICATORS 
(annual percentage change unless otherwise noted) 


1984 1985* 


Domestic Economy 
Population (millions) 26. 26. 
Population growth (%) - a4 
Real GDP Growth .F 23 
GDP Per Capita (real growth 

base = 1975) 1. 0. 
Consumer Prices (average) 16. 22. 
Real Wages index (1980=100) 119. ‘ 
Fiscal Deficit as % of GDP es a. 


Production and Employment 
Manufacturing 


Agricultural 

Crude Oi] 

Labor force (1,000s) 
Unemployment rate, 11 cities 


Money and Credit ' 
Growth of M1 23. 


Growth of M2 24. 
Domestic Credit Growth 29. 
Interest Rates on 90 Day CD 34. 
Exchange Rate at Year End 113. 
Rate of Devaluation 28. 


Balance of Payments ($ millions)*** 
Merchandise Exports 3,658 
Coffee Exports 1,737 
Merchandise Imports 3,980 
Trade Balance -322 
Current Account Balance -1,870 
Gross International Reserves 1,887 


External Debt ($ millions) 

Total 12,525 
Medium/Long-term 9,527 

Short-term 2,998 

Total Debt Service 2,011 

Debt Service/Exports of Goods 

and Services 39.7 37.5 


Bilateral Trade****and Investment ($ millions) 

Exports to the U.S. 977 1,006 
Imports from the U.S. 1,371 1,352 
Trade Balance -394 -346 
U.S. Investment, as of Dec. 31 997 1,425 


* Preliminary figures, ** Projections, *** Government estimates, 
**** Based on Export Registration Figures 





ECONOMIC TRENDS REPORT 
COLOMBIA 


SUMMARY 


During the past two years, the Government of Colombia has shown its ability to 
implement significant policy measures aimed at adjusting the economy, 
fostering growth, and restoring international confidence. 1985 saw the 
success of those efforts: a balance of payments and fiscal crisis was 
averted; voluntary lending was resumed by the international financial 
community; reserves increased after 4 years of decline; the fiscal deficit was 
again reduced and, inflation remained at an acceptable level. 


The government's external account management led to economic performance in 
1985 that was less robust than expected. Growth in 1986 should be at least 5 
percent, as export income increases and spurs domestic demand. Coffee export 
income alone should be about $3 billion, almost double normal levels. 

Monetary growth was higher than anticipated by the government in 1985 and will 
probably exceed its targets in 1986 as well. Unemployment, roughly 14 percent 
in 1985, will probably stay at that level in 1986. Inflation in 1985 was 22 
percent and will be in the 22-26 percent range in 1986. Colombia's foreign 
debt, $14 billion dollars at the end of 1985, could increase by as much as $2 
billion in 1986. 1985's 51 percent peso devaluation will be followed by 
devaluation in line with inflation in 1986. 


Government policy during 1985 was aimed at improving the external accounts. 

In 1986 the government hopes to manage inflows from the coffee bonanza so that 
domestic money supply growth and inflation are kept under control while 
allowing increases in demand to be met. As of June 1986, money supply (M2) 
growth exceeded government targets by roughly 5 percentage points. Ml, after 
growth of roughly 28 percent in 1985, is growing at a yearly rate of 38 
percent in 1986. The government fiscal deficit was 3.2 percent of GDP in 1985 
and is estimated at about 2 percent of GDP for 1986. 


Productive sector recovery, led by mining, began during the last half of 1985 
and will continue in 1986. Business opinion is highly optimistic and 
anticipates a good year in 1986. Massive government intervention in the 
banking sector beginning in 1985 and continuing through the first half of 1986 
has helped recapitalize failing banks and set the stage for recovery. Import 
liberalization, which began in late 1985, and growing domestic demand wil] 
provide opportunities for U.S. business. End Summary. 


CURRENT ECONOMIC SITUTATION AND TRENDS 


The Colombian economy, based on preliminary government figures, grew by 2.8 
percent in 1985. Independent estimates have growth registering 2 percent, a 
rate significantly lower than the 3 percent registered in 1984, and the 5 
percent expected in 1986. The control of imports coupled with rapid and heavy 
devaluation of the peso, government austerity, and adjustment measures under 
International Monetary Fund (IMF) surveillance led to positive, although 
sluggish, economic activity in the first, third, and fourth quarters of the 
year. Second quarter performance was somewhat more buoyant. The lower rate 
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of growth is attributable to a decline in business, construction, and 
transport activity, accompanied by a slowing of industrial and agricultural 
sector growth. Severe government controls on imports during the first 
semester of 1985 also hampered production. Mining and petroleum extraction 
were the growth leaders. 


The growth that the economy did register is in large measure attributable to 
the external sector. According to 1985 balance of payments estimates, exports 
grew by 9.5 percent while imports fell by 2 percent from their 1984 levels. 
The net effect was a positive trade balance and an increase in international 
reserves of $426 million. The balance on current account was a negative $1.2 
billion, $670 million less than the 1984 deficit. The 1985 fiscal deficit 
declined to 3.2 percent of GDP, down from 7.6 percent in 1984. The deficit in 
1986 is expected to fall to 2.2 percent of GDP. 


Changes in economic policy during the second half of the year liberalized the 
importation of inputs for industry. On the fiscal side, they limited 
government spending and investment and allowed the government to meet targets 
set by the IMF enhanced surveillance agreement entered into as a condition for 
the $1 billion "Jumbo Loan" signed with a consortium of international banks in 
December 1985. Foreign confidence in the Colombian economy was bolstered by 
government adherence to its economic adjustment program, which, at the cost of 
domestic growth, sharply improved the external accounts. At the end of 1985, 
the IMF noted that Colombia had met or exceeded all agreed targets. 


Inflation, at 22.5 percent, was within an acceptable range, while unemployment 
remained unacceptably high at 14 percent. Of Colombia's economically active 
population roughly 1.6 million are unemployed. Major decreases in 
unemployment are unlikely in 1986. If growth remains above 5 percent this 
year, some marginal decrease may occur. 


BALANCE OF PAYMENTS: Colombia's balance of payments improved significantly in 
1985, and the improvement should continue through 1986. In 1985, reserves 
grew by $426 million, the trade balance was a positive $106 million. The 
balance on current account improved to a negative $1.2 billion, from negative 
$1.9 billion in 1984. The coffee bonanza will inject roughly $3 billion into 
the trade account, twice the normal $1.5 billion in coffee exports. Coal and 
oil exports are expected to add another $500 million in 1986. Imports, 
although increasing, will probably not keep pace with the growth in exports 
unless the government uses the import account to sterilize coffee export 


income. The result: a very positive trade balance in 1986, that could exceed 
$1 billion. 


The government devalued the peso by 51 percent during the course of 1985, 
following on the heels of a 30 percent devaluation during 1984. Devaluation 
in 1986 will be in line with inflation, probably between 22 and 26 percent. 
Improvement in the external account during the last semester of 1985 led to a 
liberalization of imports, particularly of factors of production. Trade 
liberalization will continue, both as a means of stimulating domestic 
production and as a means of sterilizing some of the coffee bonanza foreign 
exchange inflows. Foreign debt, which increased by about $1 billion in 1985, 
may increase by as much as $2 billion in 1986. In spite of the increase, the 
improvement in the external accounts is such that debt ratios will probably 
improve. The government may use some of the additional foreign exchange 
earnings from coffee to prepay the most expensive outstanding loans. 
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EXPORTS: Exports increased by 9.5 percent from 1984 to 1985, from $3.6 
billion to $4.0 billion respectively. In 1985, coffee accounted for $1.7 


billion, coal $97.8 million, nickel $79.5 million and other exports, $2.1 
billion. 


An export growth rate of around 25 percent is expected in 1986. During the 
first semester of 1986, exports grew 36 percent over the same period in 1985. 
Increased coffee exports, coal exports from Cerrejon, and crude oil] exports 
from the Cano Limon oi] fields, (which should increase to at least 150,000 
barrels per day by the end of 1986), will remain key factors in export 
growth. In 1986, coal exports will increase to roughly six million tons. The 
devaluation of the peso will foster the continued growth of Colombian 
nontraditional exports. 


IMPORTS: Imports in 1985, in spite of second semester liberalization, fell by 
2 percent from their 1984 level. The decline is due to tight import controls 
and budgeting of foreign exchange exercised by the. government during the first 
two quarters of the year. Import regimes were liberalized slightly during the 
second semester to meet commitments made to the IMF and the International Bank 
for Reconstruction and Development, and as a condition for receipt of the $1 
billion jumbo loan from commercial banks. 


During 1986 the government will continue to follow a liberal import policy in 
order to sterilize a portion of the foreign exchange income from the coffee 
bonanza and ensure that factors of production are available to meet projected 


increases in domestic demand. The continuing devaluation of the peso will, to 
a certain extent, act as a break on imports as it increases their cost in peso 


terms. As of June 30, imports were up about 19 percent over the same period 
in 1985. 


DEBT: At the end of 1985, Colombia's external debt, including private debt 
guaranteed by the government, was $13.9 billion. In 1986, total external debt 
could increase by as much as $2 billion. Because of the increase in reserves 
and exports the relative debt ratios will probably improve, with external debt 
declining to roughly 4.6 times net reserves and 2.1 times the value of exports 
of goods and services. Debt service should decline from 37.5 percent to 
around 30 percent of export earnings, barring unforseen circumstances. 


RESERVES: After 4 years of decline, Colombia's international reserves 
increased by $426 million in 1985, pushing total reserves to $2.3 billion. 
This growth was higher than expected and came as the result of the government 
austerity program and restrictive trade policies followed during the year. In 
1986, the government projects an increase in reserves of roughly $900 

million. Total reserves could reach as much as $3 billion dollars by the end 
of 1986. This is the equivalent of 11 months of imports. 


FISCAL ISSUES: Fiscal performance improved substantially in 1985 as a result 
of the economic adjustment program under IMF enhanced surveillance entered 
into as a condition for the U.S. $1 billion jumbo loan. Colombia fully met 
its fiscal performance targets. The deficit declined substantially from 214 
billion pesos in 1984 to 105 billion pesos in 1985 (1985 average 147 
Pesos/Dollar), about 3.2 percent of GDP. 


According to GOC projections, the 1986 fiscal deficit should decline to 2.2 
percent of GDP. Government income in the first semester of 1986 is running 
ahead of income in 1985 by 68 percent. Government expenditure is higher in 
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1986 than in 1985 as well, due in large part to the Betancur administration's 
desire to complete its development programs before the August 7 inauguration 
of President Barco. Government expenditures are, as of June 1986, under 
government budget projections. It appears likely that the government will 


meet its deficit target of 2.2 percent of GDP, the lowest deficit in Latin 
America. 


MONEY SUPPLY: In large measure, the growth in money supply (M1) in 1985 was 
due to government initiated monetary expansion during the last quarter of the 
year and the beginning of coffee bonanza inflows. Ml grew 28.2 percent in 
1985. Monetary growth in. 1986 is being pushed by both higher export earnings 
and higher government spending. Although Ml has declined by 2 percent during 
the first semester, this decline is significantly less than declines normally 
registered. Ml growth on a June 1985 to June 1986 basis has been 38 percent. 
M2 has increased by roughly 37 percent during the same period. The government 
is addressing the problem of money supply growth by issuing additional 
government bonds. More will have to be done if money supply growth is to be 
brought under control. Money supply could exceed the government target of 30 
percent growth in 1986, pushing up the rate of inflation. 


INFLATION: The 1985 inflation rate was 22.5 percent. Although inflation was 
higher than the 20 percent projected for the year, it was within acceptable 
limits given the condition of the economy and the adjustment program 
introduced by the government. The 1985 peso devaluation of 51 percent, the 
highest in the economic history of Colombia, made upward internal price 
adjustments inevitable. 


Inflation during the first semester of 1986 has been just over 10 percent. 
After higher than normal increases in consumer prices from January through 
March, price increases lessened in April and acutally declined in May and 
June. Inflation in 1986 will be at least 22 percent and may go higher if the 
government does not control money supply growth. 


EMPLOYMENT AND WAGES 


Official unemployment remained in the 13-14 percent range in 1985. The labor 
pool is growing and unless the rate of economic growth is sustained at above 5 
percent per year, the unemployment rate will remain stable or increase. It 
appears that during 1985 job seekers entered the informal, unregistered, 
sector rather than the formal sector. Without that growth, unemployment would 
probably have grown to roughly 15-16 percent. 


Unemployment in 1986 will probably remain in the 14-15 percent range although 
there could be a marginal drop as producers seek to augment production to meet 
demand generated by coffee bonanza resources. 


In spite of a nominal increase in wages of 20 percent in 1985, real wages fell 
2.3 percent in the industrial sector. Commercial sector wages increased by 18 
percent in nominal terms, a 4.6 percent real decline. The 1985 increase was 
significantly higher than the 10 percent authorized in 1984 and was designed 
to begin to restore purchasing power lost to inflation and devaluation. 


Wages increased by an average of 20 percent in January 1986 to restore real 
purchasing power to pre-1984 levels. Wage increases tend to lag increases in 
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the CPI by about one year, with salary adjustment often only undertaken at the 
beginning of the new year. As of June 1986, the minimum wage in Colombia is 
16,811 pesos a month or 560 pesos a day ($86 a month, $2.89 a day, at end of 
June 1986 exchange rate of $1 = 194 pesos). 


FINANCIAL SECTOR 


The government was forced to intervene heavily in the banking sector in 1985 
and during the first months of 1986. Five banks, because of their poor 
financial condition were nationalized or officialized by the government, 
placing roughly 70 percent of bank assets in government hands. The government 
action has largely recapitalized the system and improved its aggregate balance 
sheet. The governmentC said it would reprivatize the sector as soon as 
possible. The major outcome of the financial sector crisis is a stronger 
regulatory bureaucracy, capable of preventing abuses. The financial problems 
of the sector are not yet fully overcome and non-performing loan ratios remain 
high. During early 1986 the government adjusted its policy from predominantly 
helping banks in trouble to helping productive enterprises regain 
profitability so they could begin to repay overdue debt. The current two 
track policy of helping the banks recapitalize themselves and helping 
businesses with overdue debts regain profitability is showing results. 
Non-performing loans, for example, declined by over 11 percent in the first 
semester of 1986. Full recuperation will only be achieved in the medium term. 


PRODUCTIVE SECTORS: 


AGRICULTURE: Agricultural performance in 1985 was mixed. Excessively dry 
weather during the first part of the year, negatively affected grain 
production. Production cost increases were mainly the result of the higher 
peso costs of imported inputs caused by the government's devaluation policy. 


Preliminary statistics show only a 2.5 percent increase in agricultural income 
in 1985. 


During the first half of 1986 cash crop plantings declined 11.7 percent from 
the first semester of 1985. Only cotton, irrigated rice, and soybeans showed 
an increase. The remaining 12 cash crops declined. Total area planted is 
running at about 50,000 hectares below the 429,000 hectares planted in 1985. 
The reduction is due to marketing problems during the 1985-1986 harvest, 
adverse weather conditions, and pricing and credit policies that inadvertently 
discourage agricultural production. Without serious rethinking of 
agricultural policy, plantings in August-September could be negatively 
affected, as could the December-February 1987 harvest. Contraband into 
Colombia is increasing from Venezuela due mainly to Venezuelan subsidies on 
agricultural production and the resulting Colombia-Venezuela price 
differentials. 


INDUSTRY: Industrial production grew by 2.7 percent in 1985, far below the 
4-5 percent growth initially projected by the government and the private 
sector. The restrictive import policy implemented by the government in 1985, 
the control of contraband, and the expansion of exports, oriented domestic 
demand toward domestic production. Import substitution, especially of factors 
of production, played an important role in industrial growth in 1985 most 
notably in the chemical, metallic and non-metallic minerals, and 
transportation 
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machinery and equipment industries. Domestic demand was adversely affected by 
a decline in real wages brought on by inflation, devaluation, and an increase 
in tax collection. The decline in demand caused by these factors was not made 
up for by higher export income. Demand is up sharply in the first semester of 
1986. Inflation and devaluation are significantly lower than in 1985. Income 
from exports has again increased. The result should be industrial growth of 
as much as 6 percent, about double that registered in 1985. 


MINING: The mining and energy sector was the most dynamic sector of the 
Colombian economy in 1985. While other sectors grew between 2.3 and 3.8 
percent, mining output jumped 25.7 percent, and accounted for 2.16 percent of 
GDP. Mineral output totalled $699 million up from $584.2 million in 1984. 

The completion of the $3.5 billion Cerrejon North coal mine project and the 
near completion of the Cano-Limon-Covenas 700 kilometer oil pipeline and port 
facility, and higher levels of gold production, were in large part responsible 
for the high rate of growth. 


In 1986 mining is again expected to be a major factor in growth of GDP. Oil 
production is expected to reach 350 -- 400,000 BPD, with exports accounting 
for between 150,000 and 200,000 BPD. Domestic consumption averages 220,000 
BPD. Coal production for export will exceed 6 million tons in 1986, with 
total production estimated at 12 million tons. Nickel production from the 
Cerro Matoso mine will continue to be depressed by low world nickel prices and 
technical problems. The government favors the mining sector for foreign 
investment and development. 


POLITICAL OUTLOOK 


Colombia is the oldest and most stable democracy in Latin American. The only 
modern interlude of military dictatorship occurred for three years in the 
1950s, when the military intervened to help settle a civil war between 
followers of the two traditional political parties. Those parties, the 
Liberals and Conservatives, still dominate; partisan hatreds have been 
greatly reduced since the 1950s, and elections are celebrated peacefully 
except for some harassment by leftist guerrillas. 


The Liberals are the majority party and have controlled the Congress without a 
break for many years. The Conservatives have run better for the presidency; 
the most recent president, Belisario Betancur, was a Conservative. The new 
president, Liberal Virgilio Barco, was elected in May by the largest majority 
in Colombian history and took office for a four-year term on August 7, 1986. 
The National Congress was elected in March, 1986, also for four years -- the 
Liberals slightly increased their existing majority. Barco and the Liberals 
ran primarily on domestic social and economic issues. 


With a solid congressional majority and some additional public funds from the 
coffee boom, oil, and coal exports, prospects for the new Administration are 
generally regarded as good. Some public order questions will remain 
troubling; Colombia has several active guerrilla "armies" and a very high 
rate of common crime. Colombians are becoming aware of the seriousness of 


their domestic illegal drug problem. Crimes related to narcotics trafficking 
or to thefts by drug users are an increasing problem. 





IMPLICATIONS FOR THE US 


Foreign access to the Colombian economy improved in late 1985 and 1986. 

Import restrictions were reduced, with 36 percent of all tariff schedule items 
now on the free import list, up from 23 percent in 1984. The government's 
import budget has been increased to $345 million a month. 


The Barco government is expected to emphasize the following sectors: 
agriculture and food processing, oil and gas, electric power, electronics 
including computers and information systems, road construction and 
maintenance, and telecommunications. Good opportunities for US companies also 
exist in the Colombian domestic market in the raw material processing 
industry, chemical and manufacturing industry in general, health care 
equipment and supplies, air navigation and associated land support equipment, 
and security systems and equipment. 


Investment Climate and Opportunities: The government wants to increase 
foreign investment in Colombia. The Betancur government increased the level 
of profit remittance permitted to an average of 20 percent plus the New York 
Prime Rate, liberalized areas where investment could be undertaken and other 
restraints, and created new incentives for export-oriented investment 
projects. Significantly, the government is allowing some foreign investment 
in the financial sector. 


Foreign investors have been slow to react. Terrorism and drug trafficking 


related violence are negative factors in investment decisions. Colombia's 
cumbersome bureaucratic structure causes delays and discourages foreign 
investors. In spite of these problems, a large number of companies have 
signed association contracts with the State owned petroleum company, 
ECOPETROL, to explore potential oi] producing regions. Some established 
foreign companies in other areas are expanding their local investment. Good 
Year reportedly will expand its tire plant, and Container Corporation, Rohm 
and Hass, Mazda, and Dow Chemical are planning to inject new capital to expand 
operations. 


Aside from Exxon, Occidental, and Shell, whose investments top $4 billion in 
the oil and coal sectors, the major investors were in manufacturing. The 
principal investors include: General Motors ($10 million), Bank of America 
($8 million), Eastman Kodak ($5.3 million), CPC ($4.6 million), and NCR ($4 
million). 
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